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The PRESIDING OFFICER. On this 
vote, the yeas are 84, the nays are 10. 
Three-fifths of the Senators duly cho-
sen and sworn having voted in the af-
firmative, the motion is agreed to. 

Mr. NELSON of Florida. Madam 
President, I suggest the absence of a 
quorum. 

The PRESIDING OFFICER. The 
clerk will call the roll. 

The assistant legislative clerk pro-
ceeded to call the roll. 

Mr. KAUFMAN. Madam President, I 
ask unanimous consent that the order 
for the quorum call be rescinded. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

Mr. KAUFMAN. Madam President, I 
ask unanimous consent to speak as in 
morning business. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

RULE OF LAW AND WALL STREET 
Mr. KAUFMAN. Madam President, as 

we continue to learn more facts from 
various investigations into the 2008 fi-
nancial meltdown, a certain picture is 
becoming increasingly clear. Like a 
jigsaw puzzle slowly taking shape, we 
can begin to see the outlines of many 
of the causes of the crisis—and the so-
lutions they demand. In my view, it is 
a picture of Wall Street banks and in-
stitutions that have grown too large 
and complex and that suffer from ir-
reconcilable conflicts between the serv-
ices they provide for their customers 
and the transactions they engage in for 
themselves. It is also a picture of man-
agement that either knew about the 
lack of financial controls and outright 
fraud at the very core of these institu-
tions or was grossly incompetent be-
cause it did not. And the picture in-
cludes regulators who failed miserably 
as well, due to malfeasance or incom-
petence or some combination of both. 

Until Congress breaks these gigantic 
institutions into manageably sized 
banks and draws hard, clear lines for 
regulators to ensure that effective con-
trols remain in place, we will have 
done neither that which is necessary to 
restore the rule of law on Wall Street 
nor that which will ensure that an-
other financial crisis does not soon 
happen again. 

What have we learned in just the past 
5 weeks? 

On March 15, I came to the Senate 
floor to discuss the bankruptcy exam-
iner’s report on Lehman Brothers and 
said, as many of us have suspected all 
along, that there was fraud—fraud—at 
the heart of the financial crisis. The 
examiner’s report exposed the so-called 
Repo 105 transactions and what appears 
to have been outright fraud by Lehman 
Brothers, its management, and its ac-
counting firm, which all conspired to 
hide $50 billion in liabilities at quar-
ter’s end to ‘‘window dress’’ its balance 
sheet and mislead investors. And this 
practice does not appear to be unique 
to Lehman Brothers. 

I went further and noted that ques-
tions were being raised in Europe about 
whether Goldman Sachs had an im-
proper conflict of interest when it 
underwrote billions of Euros in bonds 
for Greece. The questions being raised 
include whether some of these bond-of-
fering documents disclosed the true na-
ture of these swaps to investors and, if 
not, whether the failure to do so was 
material. 

Last week, we learned about more al-
leged fraud at the heart of the financial 
crisis. On Friday, the Securities and 
Exchange Commission filed charges 
against Goldman Sachs and one of its 
traders for alleged fraud in the struc-
turing and marketing of collateralized 
debt obligations tied to subprime mort-
gages. Goldman allegedly defrauded in-
vestors by failing to disclose conflicts 
of interest in the design and structure 
of these collateralized debt obligations. 
The SEC says this alleged fraud cost 
investors more than $1 billion. 

While I will not prejudge the merits 
of the case, the SEC’s complaint al-
leges that Goldman Sachs failed to dis-
close to investors vital information 
about the CDO, in particular the role 
that a major hedge fund played in the 
portfolio selection process and that the 
hedge fund had taken a short position 
against the CDO. 

Robert Khuzami, Director of the SEC 
Division of Enforcement, said: 

Goldman wrongly permitted a client that 
was betting against the mortgage market to 
heavily influence which mortgage securities 
to include in an investment portfolio, while 
telling other investors that the securities 
were selected by an independent, objective 
third party. 

Kenneth Lench, chief of the SEC’s 
Structured and New Products Unit, 
added: 

The SEC continues to investigate the prac-
tices of investment banks and others in-
volved in the securitization of complex fi-
nancial products tied to the U.S. housing 
market as it was beginning to show signs of 
distress. 

Goldman Sachs has denied any 
wrongdoing and has said it will defend 
the transaction. 

This particular case involving Gold-
man Sachs was almost certainly not 
unique. Instead, it was emblematic of 
problems that occurred throughout the 
securitization market. 

Late last month, Bob Ivry and Jody 
Shenn of Bloomberg News wrote about 

the conflicts of interest present in the 
management of CDOs, a topic also dis-
cussed at length in Michael Lewis’s 
book ‘‘The Big Short.’’ The SEC should 
pursue other instances of conflicts of 
interest in the CDO market that led to 
a failure to disclose material informa-
tion. 

Last year, Senators LEAHY, GRASS-
LEY, and I, along with many others in 
the Congress, worked to pass the bipar-
tisan Fraud Enforcement and Recovery 
Act so that our law enforcement offi-
cials would have additional resources 
to target and uncover any financial 
fraud that was a cause of the great fi-
nancial crisis. However long it takes, 
whatever resources the SEC needs, 
Congress should continue to back the 
SEC and the Justice Department in 
their efforts to uncover and prosecute 
wrongdoing. 

I applaud SEC Chairman Mary 
Schapiro and especially Rob Khuzami 
and the team he has reshaped in the 
Enforcement Division. They deserve 
our steadfast support as the leadership 
of the SEC continues its historic mis-
sion of revitalizing that institution and 
making it clear to all on Wall Street 
that there is a new cop on the beat. 

Also last week, our colleague, chair-
man CARL LEVIN, ranking member TOM 
COBURN, and the staff of the Permanent 
Subcommittee on Investigations began 
a series of hearings on the causes of the 
financial crisis. It is a testament to the 
professionalism and dedication of 
Chairman LEVIN that he has brought 
the subcommittee’s resources to bear 
in such an effective and thorough man-
ner. I also commend ranking member 
TOM COBURN for his dedication and ef-
fort as a partner in this effort. Chair-
man LEVIN and the subcommittee staff 
deserve credit and our deep apprecia-
tion for the work they have put into 
this series of hearings on Wall Street 
and the financial crisis. 

Since November 2008, subcommittee 
investigators have gathered millions— 
millions—of pages of documents, con-
ducted over 100 interviews and deposi-
tions, and consulted with dozens of ex-
perts. It is truly a mammoth under-
taking, and the fruits of their labor 
were evident in last week’s two hear-
ings on Washington Mutual Bank. I 
look forward to the subcommittee’s re-
maining two hearings on this subject, 
including this Friday’s hearing on the 
role of the credit rating agencies. I 
commend this hearing to all my col-
leagues. 

The Levin hearings deserve compari-
son to the legendary Pecora investiga-
tions of the 1930s, which were held by 
the Senate Committee on Banking and 
Currency to investigate the causes of 
the Wall Street crash of 1929. The name 
refers to the fourth and final chief 
counsel for the investigation, Ferdi-
nand Pecora, an assistant district at-
torney for New York County. As chief 
counsel, Pecora personally examined 
many high-profile witnesses who in-
cluded some of the Nation’s most influ-
ential bankers and stockbrokers. The 

VerDate Mar 15 2010 03:40 Jul 08, 2010 Jkt 079060 PO 00000 Frm 00016 Fmt 4637 Sfmt 0634 E:\RECORD10\RECFILES\S19AP0.REC S19AP0m
m

ah
er

 o
n 

D
S

K
D

5P
82

C
1P

R
O

D
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E


